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In the past 30 years, the world's central banks have made a huge success in 
maintaining price stability, with hyper-inflation seeming to have become history, but 
the financial crisis and economic crises tend to become more frequent rather than 
decrease or disappear. Recent financial crises have been characterized by the huge rise 
of prices of stock and real estate as the main representative of assets and the resulted 
instability of the financial system and severe recessions of the real economy. 
Fluctuations in asset prices started to become another major factor influencing 
macroeconomic stability besides inflation. In China, with its stock market keeping 
expanding, the impact of booms and crashes of its stock market on its macroeconomic 
stability will certainly be increased. So research into stock market’s bubbles and 
crashes has great significance and practical values in the healthy development of 
china’s stock market and china’s economy. Placed in the institutional background of 
limited short sales, this paper studies systematically the micro-mechanism of the 
bubbles and crashes from the perspectives of heterogeneous beliefs and institutional 
investors. 
Starting with the bubbles and crashes’ definition and characteristics, this paper 
reviews the related literature about bubbles and crashes based on the framework of 
rational expectations equilibrium and the framework of behavioral finance separately. 
Also, this paper provides a comprehensive review of the relationship between 
heterogeneous beliefs, institutional investors and the bubbles and crashes. All this 
provides necessary background knowledge for our following research work. 
Then this paper examines the relationship between heterogeneous beliefs and 
the bubbles and crashes of china’s stock market. It is found that the evolvement of 
investors’ opinions is the main driving force of the bubbles and crashes of China’s 
stock market. The exploration of empirical evidence indicates that resale option 
induced by heterogeneous beliefs and inflation illusion better accounts for China’s 
stock bubbles than inflation illusion does. And also this paper argues that the 













in Chinese stock market, since the crash phenomenon is more likely to occur when the 
more serious heterogeneous beliefs exist among investors. 
Finally, in a unified analytical framework, this paper investigates the relationship 
between institutional investors and China's stock market boom and crash cycles.The 
empirical results show that when individual investors’ irrational sentiment causes the 
bubbles, institutional investors continue to actively invest in the overvalued stocks 
and help to blow the bubbles , because they do not expect other institutions to sell 
massively, or because they anticipate future demand from noisetraders .Then they 
reduce holding before the bubble burst, thus leading to the crash of the stock market. 
Therefore, institutional investors are the main driver of the bubbles and crashes. 
The innovation of this paper lies in the following aspects. First, this study is the 
first attempt to evaluate the bubbles of China’s stock market using the dynamic 
residual income valuation model based on the vector-autoregressive and log-linear 
asset pricing framework, and it is the first empirical research on resale option 
hypothesis and inflation illusion hypothesis in China; Second, this paper analyses the 
characteristics of the crashes of China’s stock market and the mechanism that 
heterogeneous beliefs influence the crashes; Third, this paper is the first investigation 
in China into the relationship between institutional investors  and  the boom and 
crash cycles of China’s stock market using the unique daily data about institutions, 
and also it further examines the well-known noise-trader risk hypothesis and 
synchronization risk hypothesis. 
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资者机构化已经成为国内外证券市场发展的基本趋势。据 OECD 统计，从 1990
年到 2003 年，OECD 国家的机构投资者管理的资产增长了近 3 倍，截止到 2003
年底，OECD 国家的机构投资者管理的资产已经超过 45 万亿美元，是同期所有
OECD 国家 GDP 总和的 1.5 倍。自 2003 年我国证监会提出“大力发展机构投资
者”战略以来，我国以证券投资基金为代表的机构投资者迅猛发展，逐渐成为我
国证券市场的一只重要力量。据 Wind 数据库统计，截至 2007 年底，证券投资





















































































































































































































































































































































































































































资料来源： WIND 资讯。 
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